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Anaﬁysis Of Variations In
Claims Processing Costs Of
Fiscal Agents For The Civilian
Health And Medical Program
Of The Uniformed Services

Department of Defense

Wde wvariations exist i claims processing

costs under cost-reimbursable contracts be- RELEASED

cause ot diticrences in agdmumistrative costs
charged to he program, procductivity and
wages of claim processors, claim volumes, and
othes factors. Claims process' g costs are
higher than for Medicare and Medicaid partly
because of smalier clarm volumes, a complex
claim form, and frequent program changes.

Corrective action ts in process for the Civilian
Health and Medical Program of the Uns
formed Services, such as consohdation of
fiscal agent operations to obtain benefits of
lfarge volume o¢perauons and use of com-
petitively bid fixed price contracts. These and
additional actione should be required under
any new federalty s, ~reared health msurance
progrem to mexirze periormance and min
imizs claims preessing costs of fiscal agents.
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T Honorabite Henry Jackson, Chatrwan

Permanent subcommittee on Investigawions
el wlttee on Governmental Atfairs
nited states senate

Tear Mr. Chatrman:

This report 1s in response to the Subcormittee's request

Jf Oaly 1, 1476, for a raview of fiscal agents’® variations in

claims processing costs under tae Civilian Health and Medical

Program of the Uniformed Services. The report identifies the

rajcer reasons for the cost variations and lidentifies some fac-
tcrus, other than basic program differences, that cause claims

Frocessing costs for this program to be higher than those for

#edicare and Medicatd.

In requestina this study, the Subcommittee suggested that
thhe rrogram's experience could serve as a model for a laraer
issue. Wwe belleve that the experience the Department of De-
fease has gained in working with this proaram's fiscal agents
provides some important lessons for the future. Accordingly,
the report contairs recommendations to the Congress on speci-
fic actions that should be reaguired under any new federally
sponsored health insurance program to maximize performance
and minimize fiscal agents' claims processing costs.

As your office reaquested, we did not obtain written com-
ments from the Department of Defense on this report, but the
contents were discussed with Department representatives.

Si ly yours

v££44546 // -

Comptroller General
of the United States
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REPORT OF THE ANALYSIS OF VARIATIONS IN

COMPTRCLLER GENERAL CIAIMS PrCCESSING COSTS OF

OF THE UNITED STATLES FISCAL AGENTS FOR THE CIVILIAN
HEALTH AND MEDICAL PRUGRAM OF
THE UNIFORMED SERVICES
Departrent of Detfcnse

From the beginning of the Civilian Health
and Medical Program of tne Uniformed Serv-
ices 1n 1956, cost-reimbursable contracts
were used exclusively until 1976 to obtain
claims processing services of fiscal agents.
Under chese contracts, claim processing costs
for the period April 1975 through March 1976
ranged from $3.50 to $11.31 a claim for the
44 fiscal agents processing physician claims
and from 5$6.20 to $38.40 a claim for the 53
fiscal agents processing hospital claims.
{See pp. 5 to 13.)

The most impertant reason for these different
rates was the amount of fixed costs charged
to the program. For example, occupancy costs
at one fiscal agent were about $1: per square
foot; at another, this cost was about $8 per
square foot. Fixed costs ranged from 14 per-
cent to 70 percent of the total per claim
cost at the fiscal agents reviewed. (See pp.
20 to 22.)

Other important factors included the

~-number of claims returned and
rejected,

-~rates of productivity,
~-methods used to allocate costs,

--hourly wages of claims processing
personnel, and

~-yolume of claims.

Differences in services provided by fiscal
agents did not appear to be an important
factor in the variances of claim rates.
(See pp. 23 to 29.)
HRD-77-93
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Cenerally claim rates were higher than for
Medicare and Medicaid, partly because of
factors other than basic differences in the
programs., The low claims volume for the
progranm resulted 1n manual processing; the
large volunes of Medicare and Medicaid claims
were processed with highly autornatea systems.
Complex claim tormg resulting in large numbers
of returned and rejected clains and frequent
benefi1t changes under the program lowered
claims processors' productivity which also
caused program rates %o be higher. ({See

pp. 29 to 31.)

In administering cost-reimbursable contracts
with fiscal agents, program officials had not
established provisions for measuring perform=-
ance acceptability, and the contracts did

not contain incentives for cost control or
efficiency. (See p. 35.)

Program officials who visited fiscal agents
did not investigate reasons for rat. varia-
tions. The Health, Education, and Welfare
Audit Agency audits the contracts with
fiscal agents, but was not assigned specific
responsibility to investigate causes for
claim ratz variations and did not do so.
(See pr. 36 and 37.)}

Procram officials began using fixed-price
competitive bid contracts in 1976. These
offer opportunities to lower claeim rates by
giving fiscal agents an incentive to control
costs and perform more effectively. While
the fiscal agent'’s performance under the
first fixed-price contract proved unaccept-
able, cost savings and other advantages
should outweigh any disadvantages if the com-
petitive bid process is administered effect-
ively. Program officials estimate adminis-
trative cost savings of approximately S1.9
million in the first l-year period for the
nine competitive bid contracts in effect as
of December 1976. (See pp. 38 to 42.)

The Subcommittee on Investigations believed

GAO should study the program's experience
since the program could serve as a microcosm
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ol a larger i13sue. Gn tne basis of this
study's results, GAO recommends that, for
any new teicerally sponcored health insurance
program which will neeu services such as
those provided by fiscal agents for the
Civilian Health ana Medical Frogram of the
dniformed Services, the Congress require:

~-Consclidated fiscal agent operations
to achileve large claim volumes and take
maximum advantages of economies of scale,.

--Simplified claim forms and, to the extent
practical, standardized Government health
insurance forms.

--Specifically defined program benefits and
policies to avo’d frequent program changes.

--Use of cost~reimbursable contracts only
until reliable information is available on

program specifications, fiscal agents' per-
formance, and costs.

--Use of competitive bid fixed-price contracts
as soon as reasonably precise specifications,
performance data, and reliable cost informa-

tion are available. (See pp. 43 to 44.)

At the request of the subcommittee, GAD did
not obtain written comments from the Defense
Department on this report, but the contents
vwer > discussed with Defense representatives.
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INTRODUC TTON

The Civiiian Health and Meadilcal Troorem of the ULniformed
Services {(CHAMPUS) provides financial assistance for med:cal
care provided by civilian cources to dependents of active
duty members, r«~-1rces and their dependents, and dcopendents
of deceased nv uper s of the uniformed services. 1/ The »ro-
Irau Origir cea in 256 with the Dependents! Medical Care Act

(Fupitc L. 4-36Y! and was expanded by the Military Medical
Bt anent: of 1966 (Public Law 89-614).

A .15 are divided into two categories--basic
ana .o ... o bwaetits apply to all beneficiaries and
cover oot. ..patient and nutpatient medical care, including

such serv:zes as surgery, hospitaliczation, outpatient pre-
scription drugs, X~-rays, clinical laboratory tests, and
gsychiatric care. Handicap benefits apgply only to spouses
and children of active duty members and cover rehabilitative
gservices and care for the moderately or severly mentally re-
tarded or seriously physically nendicapped persons.

Costs of care are shared bv the Gover ment and benefi-
ciary. For basic benefits, dependunts of active duty members
pay a total of $25, or €4.10 a day, whichever is creater, fcr
inpatient care; other benericiaries pay 25 percent of total
charges. For outpatient care, there is a deductikble c¢f $50
for each beneficiary (3100 maximum deductible for each familiy)
each fiscal year, after wiich dependents of active duty mem-
bers pay 20 percent and othe. beneficiaries pay 25 percent of
the remaining charges. There is no limit on the Government
payment under the basic program. For handicap benefits, acu--
ive duty members pay a specified monthly amount, ranging fron
$25 to $25u depending on the rank of the active duty member,
and the Government pays remaining charges up to $350 a month.
Any charges exceeding these amounts are the responsiblity of
the active duty member.

1/The "uniformed services" are the Army, the Navy, the Air
Force, the Marine Corps, the Coast Guard, the commis-
sioned corps of the Public Health Service, ard the
commissioned corps of the National Oceanic and
Atmospheric Administration.



The pro.rem 1 odoanist oredd oy the Nffice for the Civil-
L nearln oata Yoorozl o dirugra. o thae Unitormed Services
CHAMPUS ), i:catea at rrtesimons Army Medical center near
aver.  LUHAMPUS 15 2 fi1eld attivity under tne policy guid-
ce und creraticnal rrection of tne Assistant Secretary of
fense (Heal:on Artairc).

OCHAMPLS ras contracted with fiscal agents to p  ress and
pay clairs tcer sorviees provided beneficirariles. The piscal
agents (1) recelve, process, and pay clamns of rhysicians,
hospirtals, and other providers of authorized care, (2) educate
the v oviders of cdre 3t 0ut the nature, scope, and special
features of tne orogram, and (3) assemble cost and statistical
information.

Before 197€¢, all OCHAMPUs contracts with fiscal aagents
for processing and paving clalins were cost relbursapble. Fis-
cal agerts were cenerally reinbursed for administrative costs
on a provisicnial-rate nasis; that 1£, a specified amount for
each claim paid, pending a final determiration of the actual
administratlve cocsts itncurred througn audits by the Department
of Healtrn, Education, anid wWelfare Audit Agency (HEWAA). The
provisional rates were subject to adjustment by mutual agree-
ment of the fiscal agent and OCHAMPUS. OCHAMPUS required
fiscal agents to repert costs quarterly to 1dent:fy any fiscal
and operating problems.

For administration purposes, CHAMPUS is divided into
hospital and physician components. Hospital claims include
inpatient and some outpatient Services, such as charges for
laboratory work and X-rays done by hospital outpatient depart-
ments. Physician claims include claims for prescription drugs
and handicap benefitc., Claims may be submitted by and pay-
ments made to either beneficiaries or providers. In practice,
virtually all hospital claims are submitted by the provider
while scme physician claims are submitted by beneficiaries.

In 1975, OCHAMPUS had contracts with two fiscal agents--
the Blue Cross Assocliation (BCA) and Mutual of Omaha--for pay-
ing hospital claims. BCA, through subcontracts with 52 Blue
Cross plans (hereinafter also referred to as fiscal agents),
paid claims 1n 33 States, the District of Columbia, and Puertn
Rico; Mutual of Cmaha paid huspital claims in the other 17
States, Canada, and Mexico. OCHAMPUS had contracts with 44
different fiscal agents in 1975 tor processing physician
claims. These fiscal agents were individual Blue Cross and
Blue Shield plans, private insurance companies, and State

o



medical sacieties. ¢fi‘ty-one Flue (Cvoss plans processing
CHAMPUS hospital claims also processed claims of institutional
providers (such as hospitals and rnursing anomes) for tne
Medicare program adminlstered py the Social Security Adminis-
tration. Twenty-one of thne 44 CHAMPUS fiscal agents process-
ing physicilan ciaims also processed Medicare physicilan clams,
Twelve of the CHAMPUS fiscal agents also processed Medicaid
claims, and 11 o7 these processed '.edicare claims,.

In 1976 the Department of Defense (DCD) began converting
to fixed-price contracts for processing CHAMPUS claims. The
first contract covered a five-State area--California, Arizcna,
New Mexico, Nevada, and Texas-—-and was awarded cn February
19, 1976, to Health Application Systems, Inc. (HAS). Tnis
contract covered processing hospital, pnysician, drug, and
handicap claims. Nine additional fixed-price contracts for
processirg CHAMPUS claims in 16 States were awarded through
November 1976. DOD plans to convert all contracts to fixed-
price contracts as cost-reimbursable contracts expire,

CHAMPUS ADMINISTRATIVE COSTS

Adninistrative costs of fiscal agents and the average
cost per claim (claim rate) for processing CHAMPUS claims
for fiscel years 1970-76 arc shown below:

Fiscal Administrative Numbe: of Claim

year costs E}alms rate

1970 $ 6,352,023 1,299,626 $4.89
1971 10,663,094 1,951,128 5.47
1872 12,853,539 2,275,035 5.65
1973 15,180,372 2,578,040 5.89
1974 17,587,744 2,783,853 6.32
1975 21,582,720 3,166,353 6.82
1976 24,810,705 3,172,103 7.82

Administrative costs for OCHAMPUS {such as salaries) were
budgeted at approximately $2.8 million in fiscal year 1976.



Yotal et it payreents for services provided beneficiaries

anaer CHAMPLSY snd aaninlstratilve coste {(including QCHAMPUS) as
4 percenteie ol nenciit paysents tor fiscal years 1972-76 are
Shown Lo low:

Administrative
costs as a

Fiscal Beneflt parcentage of
vear payments benefi1t payments

{millions)

1972 $387.6 3.8
1973 433.2 3.9
1974 448.0 4.5
1975 a/508.0 4.7
1976 a/528.0 5.2

a/Estimated totral costs since all costs for these years are

T not yet recnrded. Costs are allocated to the year in
which the medical services were provided rather than the
year 1in which paid.

SCOPE OF REVIEW

As reguested by the Permanent Subcommittee on Investiga-
tions, Senate Committee on Government Operations, our review
was directed at deterwining the reasons for the wide variances
in claims processing rates of CHAMPUS fiscal agents. Data un
variances is given in chapter 2, and ar assessment of the rea-
sons for the variances is provided in chapter 3. Work was
performed at OCHAMPUS (Denver), and at DOD's Office of CHAHMPUS
Policy and the Defense Supply Service in Washington, D.C.

In addition, we visited Mutual of Omaha, BCA, seven Blue Cross
hospital fiscal agents, and eight plysician fiscal agents.

We visited fiscal agents that had significant variations (high
and low) in claim rates and volumes of claims processed who
also proceessed claims for the Medicare and Medicaid programs,
Fiscal agrnts visited and their participation in CHAMPUS, Med-
icare, a3.ad Medicaid programs are shown in appendix II.

We obtaineu information on services provided CHAMPUS and
the cost allocation methods used in charging the cost of these
services to CHAMPUS. We also identified factors which affect-
ed the CHAMPUS claim rate and obtained information on claims
processing costs for Medicare and Medicaid for comparis»sn with
CHAMPUS. At OCHAMPUS, we obtained statistical information on
fiscal agents and reviewed methods used in monitoring their
cost and performance. At the Defense Supply Service and DOD's
Qffice of CHAMPUS Policy, we obtained information on fixed-
price contracts for processing CHAMPUS claims.

PR



CHAPTER 2

CHAMPUS CLAIM RATES AND VOLUMES VARY WIDELY

UNDER COST-REIMBURSABLE CONTRACTS

The administrative costs for processing claims and the
velume of claims processed vary widely among CHAMPIS fiscal
agents. In addition, when compared to the Medicar= and Med-
icaild rates, th>» CHAMPUS claim rate for a given fiscal agent
is generally higher, partly for reasons other than basic
differences in the programs. Further, the claim rate charged
CHAMPUS often differs significantly from the averace rate for
all lines of a fiscal agent's business. The amounts allocated
to individual administrative cost categories, such as excutive
salaries and beneficiary services, also vary widely among fis-
cal agents.

HOSPITAL CLAIMS

puring the period from April 1, 1975, to March 31, 1976,
OCHAMPUS contracted for processing hospital claims with Mutual
of Omaha and BCA. Mutual of Omaha handled all processing as-
pects, while BCA subcontracted with 52 local Blue Cross plans.
These local plans processed slightly more than half the approx-
imately 457,000 claims paid during the period; Mutual of Omaha
paid the rest. Although both groups processed a similar volume
of claims, Mutual of Omaha had a claim rate of $7.11 while
BCA's overall claim rate was $16.81. The claim rates of the
individual Blue Cross plans ranged from $6.20 to $38.40 with
48 plans having rates higher than Mutual of Cmaha. (See app.
III.) The following chart shows the distribution of hospital
claim rates:

2,



DISTRIRUTION OF HOSPITAL CLAIS RATES

NUMBER OF FISCAL AGENTS
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The crhart shows that about 87 percent of the hospital claim

rates were between $5 and $20, while apout 12 fercent exceeded
520.

The range of hospital claim volumes, like clainm rates,
varied widely. HMutual of Omaha processed nearly 207,000 paid
claims, while the 52 Blue Cross fiscal agents processad nearly
250,000 paid claims. Tne volumes for the Blue (lress fiscal
ajents ranged trom 103 to more than 37,000 claims, with an
average of 4,792. {See app. I1II.) The following chart shows
the distribution of hospital claim volumes:
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This chart snows that nearly 70 percent of the hospital fiscal
agents paid less than 5,001 cla:irs, and less than 6 percent of
the tiscal agents paid more than 15,000 clairs.

PHYSICIAN CLAIMS

A significant variation aiso exists in the CHAMPUS physi-
cian claim rates and volures. For the period from April 1,
1975, to March 31, 1976, 44 fiscal agents averaged $6.77 per
claim, with a range from $3.50 to S$11.31. (See app. 1IV.)
The following chart shows the distribution of physician claim
rates:
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This chart shows that nearly 91 percent of the physician
claim rates were between $2 and $10, while just over 9 per-
cent exceeded $10.

During the same period, the claim volumes of these fiscal
agents ranged from 4,875 to 590,360 claims, with an average of
62,885. (See app. IV.) While the average number of paid
claims processed by physician fiscal agents is much higher
than for hospital fiscal agents, only 10 of the 44 fiscal
agents processed more than 62,885, ~r the average number of
claims. These 10 fiscal agents processed nearly 65 percent
of the total paid claims. The following chart shows the
distribution of physician claim volumes:
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More than half the physician fiscal agents process lesgs than
40,000 paid claims each, and less than 7 percent process over
100,000 paid claims each.

CHAMPUS CLAIM RATES GENERALLY
EXCEeD MEDICARE AND MEDICAID RATES

CHAMPUS, Medicare, and Medicaid claim rates are not dir=ct-
1y comparable because of various program differences. For
example, Medicare hospital claims may include a large number
of outpatient claims which are relatively simple to process.
Under Medicaid, claims are prepared by and paid to the pro-
vider of care and usually are for only one or a few 1tems and
are, therefore, easier to process and more likely to be pre-
pared correctly. CHAMPUS physician claims may be prepared by
and paid to beneficiaries, who are more likely to make errors
and who alsc may submit claims for a number of expenses in-
curred over a period of time, thus taking longer and costing
more to process. We did not attempt to guantify the effect of
these factors on the following comparisons of claims process-—
ing costs or the connariscn of productivity rates on pages 30
and 31.

Comparison of the CHAMPUS and Medicare claim rates, as
they are normally computed, would be mic:ieading because of
the different bases used to compute clains volume. CHAMPUS
divides administrative costs by paid claims to determine itsg
reimbur sement rate while Medicicre uses the total of paid and
rejected claims. To place both programs on a equal basis for
compar ison, we recomputed, as shown in the following schedule,
the CHAMPUS rates for 13 of the fiscal agents we visited to
reflect both paid and rejected claims.



VHAMP S and Medicare Clalm Rates

1»ar £ndnad Marcn 31, 1576

CHAMPUS Medicare
Fiscal agents Paid clain rate Adjusted Claim rate clair rate
Huspitals
New Hampshilre-Verront
Hospitalizataion
Physiclan Service $28.92 $27.97 a/$5.07
Culorado Hospital:»
Medi1cal Service 13.42 18.40 a.’ 4.87
Blue (ross and Blue
Sna-1l31 of Maryland 12.57 12.34 a/ 4.17
Connecticut Blue (ross 10.53 9.88 as 5.00
Mains HBlue Cross and
#lue shield 3.03 5.81 a’ 4.56
Bl ie (ross of Oregon 7.6< 7.40 as 6.42
qatoil of Omana 7.11 7.01 a/’.p/ 1.41
Hawali Medical Service
Association 6.98 6.71 a’/ 6.36
Average $12.65 $11.94 $5.48
Physictian:
Colorado Hospital/
Medical Service $10.80 $7.20 $3.10
New Hamrpshire-Vermont
talization/
ic1an Service 10.44 8.313 2.58
¢ ross and Blue
sn.e.d of Marylani 8.66 7.44 3.75
Mutual of Omaha 5,86 4.76 3.51
Arkansas Blue Cross and
Blue Shield 4.82 4.02 2.67
Average $ B8.12 $6.35 $3.12

afMedicare rates include provider auditing costs, which add about $1 to the per
claim processing cost of Blue Cross fiscal agents and a greater amount for Mutual
of Omaha. CHAMPUS rates do not include a comparable cost,

b/The Mutual of Omaha Medicare rate includes costs for processing claims from skilled
narsing facilities, which were more expensive to process than hospital claims.

The table shows that the adjusted CHAMPUS claim rate was

higher than the Medicare rate for 12 of the 13 fiscal agents,
The CHAMPUS average adjusted rates for both hospital and physi-
cian claims were twice as high as the Medicare average rates,

14



Only six of the fiscal ajents vislted processed Ma2dicard
claims. Theilr respecilive rates are s~own 1n ~he following
table:

THAMDP'S and ¥edicaid clait kates

it r ivar Eaded Maron 3L, 140 °F
JHAMPLS Me-dicard
Fiscal agents Faid claim rate Ad_sted slalrm rate claim rate
Hospital:
New Hzspshire-Vermant
Hospltalizattior/
physician Service $28.92 $27.37 S$2.ux
Colorado Hcsptital,
#cdical Service 19.41 18.40 e 2.20
Hawal: Meu.~-al Service
ASs50C13tiun 6.986 a’s 6.38 1084
Average $18.44 $17 78 5‘.7?

Physician:
Colorado Hospital/
V_a1cal Service $10.80 §7.2% 082,20
New Hampshire-Vermont
Hospitaltzation/

Physician Service 10.44 8.313 .70
Hawalil Medical Service K

Assoclaticn 3}.50 as 3.50 s/ 1.04

Average $ 8.25 $6.34 si.31

a/Rate not adjusted because fiscal agent computes Medicaid claim rate on same basis
as CHAMPUS; total adm:inistrative cost divided by paié claims.

E/Combznés rate for both hospital and physician claims.

The adjustod averzae CHAMPUS hospital claim rite was over 1C
times higher than tue average Medicaid hospital . aim rate,
and the adjusted CHAMPUS physician claim rate was nearly 5
times higher than the average Medicaid physician claim rate.

CHAMPUS CLAIM RATES ARE GENERALLY
HIGHER THAN TOTAL BUSINESS RATES

Wide variations exist between the claim rates charged
CHAMPUS and the total business rates 1/ for nearly all CHAMPUS
fiscal agents visited.

1/The total business claim rate of a fiscal agent is the total
administrative costs for all lines of business divided by
total volume of claims paid.

15



A5 showt 13 the followinag table, the CHAMPUS claim rate, in
tnree cales, wos hianer tnan the [iscal agen*!'s rate

Percent of
CHAMPUS to

T1fference tota: buasiness
fiz s, cerrs of - ites VoTlare Josts
h H

o 56,61 327,08 $20.44 C.4 1.8
d.11 1€.60 7.89 .4 .9
S 12.57 7.10 .3 .6
- {1,070 9.14 5.€2 Wl .3
M- L.@ 333 a3t
. ah Tl 6.78 -.%4 L7 .7
INES L1 Lte [ 6.h0 .55 .4 -4
A + foomag 5 &3 .93 11,2 13.1
Hawyl, M . 3. Derv._le
St L ] 4.95 .1 .3
Tewr e differe te
stween rates $ 5.87
Ehy ot
- <312 h2 tal
- onical o L e 4.49 10,60 6.11 1.0 2.4
o w 2" pSsh, -yercont
oitallzarior
tTrat ser..le .4 . 36 8.04 .6 2.7
. _C_n. 1—4 -(.Je
s _f . ana - 79 &.nb 4.87 .9 2.0
- Do 1 R b.36 .93 11.2 13.1
v :
d [ 6.18 -.06 2.1 2.0
Jervice G4 3.7 -.32 7.0 5.8
Arxansas B..e (rcss
and &lue Shield 4.72 §.:2 .10 2.0 2.0
' iwal) ®edacal
Servycte
ASSIT13tion 2,03 3.50 1.48 .7 1.2
Avr 3qe dit* cence
t- tweer © oS $2.57

asAll ratec are tc- (alendar ymaar 1975 except for Blue Cross and Blue Shield of
Marylar !, Hawaii %~dical sorvice A:snciation, and Arkansas Blue Cross and Blue
shield, wnhich are tor the }2-month per:iod ended March 31, 1976.

bsCombined rates for poth rospital and physician claims,
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For nospital clawrs, the ditferences botween these two rates
rand=d [rom =$.53 to $20.44, with an average ditference of
$5.87. for phvsician clains, the differences ranged fronm
-$.92 to $8.04, with an averaje difierence or $2.57.

CHAFGES Tu COST CATEGOKILS
DITFLR_AMONG FISCAL AGLLTS

Fiscal agents report their administrative costs to
OCHAMPUS quarterly. The key cost cotegories for reporting,
and the services performed and charged to each cost category
are shown below:

Executive: Includes costs of corporate executives
aliocated to the CHAMPUS program.

Beneficlary services: Includes costs associated with
responding to CHAMPUS-related letters and telephone
calls, preparing explanations of benefits, answering
walx-in inquiries, assisting beneticiaries in filling
out forms, resolving billing problems, and providing
educational literature. Five of the fiscal agents we
visited di1d not charge costs to this category and two
indicatec that beneficiary services are charged to
claims processing.

Claims processing: Includes costs associated with sort-
ing mail, pulling files, checking claims forms for accu-
racy and completeness, coding and pricing claims, deter-
mining the reasonableness of charges, and keypunching
claims for payment.

Professional relations: Includes costs associated with
explaining the CHAMPUS program to providers, acting as a
liaison with providers, determining the reasonableness of
physician charges, publishing a newsletter, contracting
with hospitals, maintaining contact with BCA, resolving
fee disputes and claims problems, and reviewing hospital
budgets.

Utilization review: Includes costs associated with
evaluating the quality, quantity, promptness, or necessity
of the medical services provided. Levels of review may
include reviews by (1) a registered nurse, (2) a medical
director or doclor, and (3) a medical society or team of
consulting physicians. Not all fiscal agents perform all
three levels of utilization review.

17
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Financial: 1Includes costs related to accounting activi-
Sl Al a - . - X

ties, 1nternal auvdit, payroll, financial reporting, con-
-trolling accounts (ledgers), budgeting, and billing.

Data prsocessing: Includes data processing costs associ-
atea wit: zucn functions as claim form edits and prepar-
ing checxs and reports.

Office services: Includes cost of mail services, person-
nel, purchas:ing, supply, control records, cafeteria,
photocopy/duplication, printing, building maintenance,
microfilming, switchboard, and word processing.

Cther: Includes provider relations, provider reimburse-
ment, enrollment systems and programing, and field office
administrative services. Only three fiscal agents
visited charged costs to this category.

Claim rates charged to each of the above categories by fiscal

agents visited, for the 12 months ended March 31, 1976, are
shown in the following table:

18
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FERENCFS IN CLAIM RATES

CHARGED BY FISCAL AGENTS

Six factors appeared to have the gqreatest impact on clair
rate variances among CHAMPUS fiscal agents, The factor having
the Ggreatest 1mpact was the amount of fixed costs charged to
CEAMPLS;: other factors were differences among fic~al agents
in numpers of returned and rejected claims, productivity
rates, cost allocation systems used, hourly wages of claims
processing personnel, and volumes 0f claims processed. Dif-
ferences 1n services provided CHAMPUS vy fiscal agents did not

appear to be an important factor in claim rate variances.

In addition to the wide CHAMPUS claim rate variances
among fiscal agents, CHAMPUS rates overall were generally
higher than Medicare and Medicaid rates. Wwnile the progranms
are not directly comparable for the reasons cited on p=ge
13, we believe that there are certain controllable factors
which caused CHAMPUS claim rates to be considerably higher
than Medicare and Medicaid rates. Small CHAMPUS volumes re-
sulting in many fiscal agents being unable to take advantage
of economies of scale was identified as one reason for the
higher CHAMPUS rates. Most fiscal agents we visited processed
CHAMPUS claims manually, while they processed Medicare and
Medicaid claims with various degrees of automation. CHAMPUS
claim rates were also higher than Medicare and Medicaid rates
because many more CHAMPUS claims were returned due to errors
in the more complex CHAMPUS claim form.

Studies of CHAMPUS claim rate variations by a management
consulting firm and BCA indicated that many fiscal agents were
unable to achieve economies of scale due to a small number of
claims paid. BCA also reported that the claim rates varied
among CHAMPUS fiscal agents because of differences in the al-
location methods used and salaries paid claims processors,

REASONS FOR DIFFERENCES
IN CHAMPUS CLAIHM RATES

Factors affecting the claim rates were
~-amounts of fixed costs to be allocated to all programs,

~-numbers of returned and rejected claims,

20



--productivity rates,

--cost aliocation methods,

--claims processors' hourly wages, and

~-volumes of claims processed.
We did not find differences in services provided by ficcal
agents to be a significant factor in claim rate variances.
Although minor differences existed in cervices provided and
some fiscal agents utilized computerized data processing
systems nore than others in paying claims, these factors had

little impact on claim rates.

Amount of fixed costs

The total amount of fixed costs which {iscal agents must
spread over all lines of buciness has a great effect on the
CHAMPUS claim rates. Fixed costs, as we defined them, were
those charged to CHAMPUS which would countinue to be incurred
if the fiscal agent no longer had the CHAMPUS contract. These
costs are charged both directly and indirectly and are com-
prised of both personnel costs and such costs as those for
buildings, equipment, and utilities. 1If two fiscal agents use
the same allocation methods but have dilferent total fixed
costs, their charges to the CHAMPUS piogram will differ when
all other variables are held constant. For example, we found
one fiscal agent whose office occupancy cost per sjuare foot
was about $13; another's occupancy cost per square foot was
about $8. Given similar allocation methods and raid claims
volumes and holding all other variables constant, the cost
per claim of the first fiscal agent will be higher than that
cf the second.

Generally, those fiscal agents charging the highest amount
and highest percentage of fixed costs had higher than average
CHAMPUS claim rates. For example, the New Hampshire-Vermont
hospital fiscal agent, whose rate was the highest of all hos~-
pital fiscal agents, charged CHAMPUS with fixed costs of $20.24,
or 70 percent of total costs of $28.92. However, the Hawaii
hospital fiscal agent charged fixed costs of only $2.56, or
36.7 percent of its $6.98 in total costs.

The following table shows the fixed costs per claim in-
curred by the fiscal agents visited:
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The cercentage of claims returned and rejected by a fis~
cal agent can contribute to variances in ‘claim rates among
fiscal agents and increase total administrative costs. The
volume of returned and rejected CHAMPUS claims varied among
fiscal agents from about 12 to 73 percent of paid claims.
Several rfiscal agents with the higher rates also had higher
percentages of returned and rejected claims.

Claims were returned or rejected for a number of reasons.
The fiscal agents emphasized that causes of returned and re-
iected CH/MPUS claims included iLhe claim form's complexity
and freguent changes in CHAMPUS benefits. For example, the
CHAMPUS requlation provides that a claim may be returned if
it is not fully completed and does not contain at least 30
specifiec items of information. There have also been numerous
deletions and revisions by DOD in recent years in benefit
coverage to control costs and aline the program more closely
with the legislation's intent. Claims are returned pecause
data is missing, such as

--certification of other insurance,

--identification information,

--diagnosis and services provided,

~-date of care,

~-a statement that services are not available at a
military facility,

--service or social security number, and

--signatures.
Many of the returned claims are resubmitted to the fiscal
agent and later result in paid claims. Ciaims were also re-
jected because they were

--for a nonbenefit item,

~-a duplicate,

--sent to the wrong fiscal agent,

--paid by other insurance, or
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-—-for services r2t medically necessary.

Trese claims generally are not resubmitted for payment to the
fiscal agent.

Claims processing productivity rates

The claims processors' productivity can affect claim
rates. Although there were exceptions, fiscal agents with
higher rates generally had lower productivity.

Productivity was defined as claims paid per claims pro-
cessor per day. Claims processorg' duties generally included
determining the claim's completeness, reasonzpleness of char-
ges, correlations between diagnosis and treatment, and whether
services were for covered benefits. Assuming two fiscal agents
pay their claims processors the same wages and one fiscal
agent's processors turn out more paid claims than the other,
the claims processing cost per claim of the more productive
fiscal agent would be lower than that of the less productive
fiscal agent. For example, the Hawaii hospital fiscal agent
and the New Hampshire-vVermont hospital fiscal agent pay their
claims processcrs about the same hourly salaries. However,
each Hawaii hospital fiscal agent claims processor completes
about 10 paid claims per day while each New Hampshire-Vermont
hospital fiscal agent claims prccessor completes about 7 paid
claims per day. The Hawaii hospital fiscal agent's higher
productivity is reflected in its claims processing cost of
55.07 per claim compared to the New Hampshire-Vermont hospital
fiscal agent's claims processing cost of $12.10 per claim.
(See p. 19.)

New Hampshire-Vermont, which had the highest claim rate
among hospital fiscal agents and one of the highest physician
claim rates, was the least productive. The following table
shows procauctivity of the physician and hospital fiscal agents
visited:
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Claims Processing Produztivity

Productivity
Fiscal agents rate (note 3!}
Hospital:

Mutual of Omaha b/36.8
Colorado Hospital/Medical Services T 29,4
Maine Blue Cross and Blue Shield 26.0
Blue Cross and Blue Shield of Maryland 18.3
Blue Cross of Oregon 15.5
Connecticut Blue Cross 11.7
Hawaii Medical Service Association i0.0
New Hampshire-Vermont Hospitalization/

Physician Service 6.6

Physician:

Mutual of Omaha b/36.8
Hawaii Medical Service Association T 34.4
Arkansas Blue Crocs and Blue Shield 34.0
Colorado Hospital/Medical Service 26.9
Blue Cross and Blue Shield of Maryland 23.8
Oregon Physician Service 21.1
Maine Blue Cross and Blue Shield 20,2
New Hampshire-~-Vermont Hospitalization/

Physician Service 15.7

a/Productivity is defined as claims paid per day divided by
the average number of claims processors during FY 1976.

b/Combined Rate. Mutual of Omaha does not compute productiv~
ity rates separately for hospital and physician claims on
the basis of average number of claims examiners.

Different cost allocation methods

Fiscal agents charged CHAMPUS directly for costs easily
identified with the program. All other costs were allocated
as indirect costs. The methods used to allocate indirect
costs can greatly influence claim rates. The OCHLAMPUS con-
tracts with fiscal agents do not specify the allocation method
to be used or set any limitations on the amounts that can be
charged to CHAMPUS.

Fiscal agents visited were generally charging CHAMPUS

directly for most costs in the claims processing category, and
indirectly through various allocation methods for many costs
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in the other ei1ght administrative cost categories, (See pp.
17 and 18.) 7Tne percent of indirect costs allocated to
CHAMPUS claims by the fiscal agents visited ranged from 6 to
85 percent of total costs. The nost prevalent allocation
methods used to charge different categories of indirect costs
to CHAMPUS and a description of how indirect costs are cal-
culated by each method is shown in appendix V. All fiscal
agents we visited used more than one allocation method and
several used as many as seven methods.

It is difficult to demonstrate the impact of different
allocation methods on the claim rate in actual situations be-
cause of offsetting factors. For example, using the direct
hours method would usually produce a higher charge tc¢ CHAMPUS
if all other factors were equal. In practice, that <ffect
may be offset by such factors as a small amount of fixed costs
to be allocated or higher productivity. However, the follow-
ing example shows how charges to the CHAMPUS program, for a
given category of indirect costs, can vary greatly depending
upon the allocation method:

Claims volume

Direct hours allocation
allocation method method

Total executive salaries

to be allocated $500,000 $500,000
CHAMPUS claim volume as a

percent of total claim

volume 1% 1%
CHAMPUS direct hours as a

percent of total corporate

hours 4% 4%
CHAMPUS claims processed 2,500 2,500
Executive salaries allocated $ 20,000 $ 5,000

to CHAMPUS ($£00,000 x 4%) ($500,000 x 1%)

Executive salary costs charged
to CHAMPUS per claim $8.00 $2.00

The above example shows how the direct hours alleocation method
can produce higher czsts to the CHAMPUS program. In comparison
with other lines of a fiscal agent's business, CHAMPUS may be
charged a relatively large number of direct hours since CHAMPUS
claims processing is mostly manual. Consequently, use of the
direct hours allocation method results in a larger base for

the allocation of indirect charges to CHAMPUS.
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Erployee hourly waages

Another factor contributing to claim rate varilances was
employee wages. The average hourly salary of claims processors
at the fiscal agents vi_:ted ranged from $2.94 to 55.73.

Given similar productivity levels and all other factors remain-
ing constant, fiscal agents paying higher hourly wages will
be charging CHAMPUS more per claim than fiscal agents paying
lower hourly wages. For example, the Oregon hospital fiscal
agent and the Conrecticut hospital fiscal agent have similar
productivity levels; however, the Oregon hospital fiscal
agent pays its claims processors an average of about $5.73
per hour, while the Connecticut hospital fiscal agent pays
its claims processors an average of about $3.42 per hour.
The difference in hourly wages is partly responsible for the
Oregon hospital fiscal agent's charge in the claims process-
ing category of $6.18 per claim and the Connecticut hospital
fiscal agent's claims processing charge of $4.95 per claim,
(See p. 19.)

vVolume of claims processed

The hospital fiscal agents that processed a large volume
of claims generally had the lower claim rates; however, a
similar relationship was not evident among physician fiscal
agents.

Fiscal agents that also processed Medicare and Medicaid
claims cited higher claim volumes as one reason Medicare and
Medicaid rates are lower than CHAMPUS. Seven of the 10 hospi-
tal fiscal agents who had the lowest claim rates ranked in
the upper 50 percent of fiscal agents that had the largest
number of claims paid.

Impact of specific factors
on fiscal agents c¢laim rates

Following are several examples of how the factors dis-
cussed above resulted in differences in claim rates between
selected fiscal agents.

Mutual of Omaha's hospital clsim rate of $7.11 was less
than half the average rate of $16.81 for BCA anj the 52 B

Cross plans, Significant factors causing this difference were
as follows:

--Mutual took advantage of economies of scale as it
centrally processed almost as many hospital claims
(206,937) as the 52 BCA fiscal agents combined (249,180);
when considering both physician and hospital ciaims,
Mutual processed many more claims (611,685). Mutual's
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system 1is high!'v autcmated, whereas many BCA fiscal agent
systems are priwarily manual. Thirty-seven BCA flscal sgents
processed less than 5,000 clains and one processed only 1ud
claims. Mutual's fixed costc were spread over 2 ialge volunme,
while the BCA tiscal arents' fixed costs nad to be ansorped
by relatively small volures. Mutual's tixed cost per clan
was $3.20, compared to an averge c¢f $9.04 per clamm Ly the
BECA fiscal agents visited.

--Blue Cross fi1scal agents must work throuugh BCA. 3CA
adds about $1.Y6 per «¢laim to the overall claim rare,
while Mutual and physician fiscal agents deal directly
with OCHAMPUS. Services performed by BCA 1n tnis
"middleman" role include claim edits (which duplicate
edits performed cv many of the BCA fiscal agents),
compiling statistics, and preparing reports for
OCHAMPUS.

~-Mutual's average hourly salary was $3.,44 for claims
processors, while the BCA average was $4.23.

Contracting with BCA gives CHAMPUS the opportunity te
obtain the same favorable rates on benetit payments that
hospitals give Blue Cross plans. Plan agreements with hospi-~
tals generally provide for reimbursement formulas which ad-
just billed charges to costs, or cos- plus a small percent-
age charge. BCA estimates that 1t saved CHAMPUS over 55.2
million in benefit payments in calendar year 1975, while total
administrative charges under the BCA contract were about $3.5
million, of which BCA headquarters charged about $45G,000.

A BCA st:dy, however, shows that these lower benefit rates
could be offered CHAMPUS directly by the local Rlue Cross
plans witaout contracting through BCA.

The Hawaii fiscal agent's hospital claim rate of $6.98
was less than half the $19.43 claim rate charged by the Colo-
rado hospital fiscal agent. Fixed cost was the major factor

responsible for the claim rate difference. Hawaii's fixed cost

per claim was $2.56 while Colorado's was $15.74. The Hawail
fiscal agent's philosophy 1is that Government health programs
have helped the organization because the expanded claims
volume justified the cost of mechanizing operations; this in
turn benefits both its private and Government business. This
fiscal agent charges the Government programs, in addition to
direct costs, only those fixed costs easily 1dentifiable as
related to the program.

Analyses similar to those performed above c. 1ld be useqd
to explain claim rate variances between any two ¢ the fiscal
agents visited. We believe such variances are due to differ-
ences in amounts of fixed coscts, volumes of returned and re-
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jected claims, productivity, allocation systems, hourly sal-
aries, and paid claims volume,

RLASONS FOR CHAMNMPUS CLAIM
RATES BEING HiGHER THAN
MEDICARE AND MEDICAID RATES

Fiscal agents' lower claims volumes and lower productiv-
ity rates were the major reasons identified for CHAMPUS claim
rates generally exceeding Medicare's. Fiscal agents generally
had automated systems to handle the high volume of Medicare
claims, while their systems to process CHAMPUS claimns were
primarily menual. The high Medicare claims volumes reculted
in spreading fixed costs over a volume larger than under
CHAMPUS.

According to fiscal agent officials vicited, the CHAMPUS
productivity rates were lower than Medicare because

--CHAMPUS claims processing is primarily manual,
--CHAMPUS claim forms are longer and more comp.ex,
-~-CHAMPUS makes many more program changes, and
--turnover of CHAMPUS claims processors is more of a
prot’em because of the many program changes and
program complexity.
In addition, Medicare hospital claims may include a high volume
of outpatient claims, which are easier to process than the

hospital inpatient claims.

A comparison of CHAMPUS and Medicare productivity rates
for fiscal agents visited is shown below:
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CHAMPUS and Medicare
Proguctivity Hates (note a)

Daily
nroductivity rates
Fiscal agents CHAMPUS Hedicare
HHospital:
wew Hampshire-Vermont
Hospitalization/
Physician Service 5.8 17.0
Colorado Hospital/
Medical Service 11.8 19.8
Blue Cross and Blue Shielg
of Maryland 11.2 27.5
Connecticut Blue Cross 12.0 18.2
Maine Blue Cross and Blue
Shielid 17.0 21.1
Blue Cross ¢f Oregon 15.3 16.6
Mutual of Omaha 18.2 b/12.6
Hawaii Medical Service -
AsSsoclation 10.3 11.3

Physiclian:
Cclorado Hospital/Medical
Service 21.9 25.3
New Hampshire-Vermont
Hospitalization/

Physician Service 15.1 25.7
Blue Cross and Blue Shield

of Maryland 15.4 25.0
Mutual of Omaha 16.8 18.6
Arkansas Blue Zross and

Blue Shield 20.5 36.2

a/Productivity is defined as claims handled per person per

~ day, considering all personnel in the claims processing
unit, including mai1l clerks and secretaries as well as
claims processors.

b/Mutral of Omaha‘*s productivity rate for Medicare is not

T Jdirectly comparable to the CHAMPUS rate because it includes
claims from skilled nursing facilities, which ar» more dif-
ficult to process than hospital claims.

Medicaid claim rates, as shown in chapter 2, were signi-
ficantly lower than CHAMPUS rates for the CHAMPUS fiscal agents
who also processed Medicaid claims. Higher productivity and
ciaims volumes were also the predominant reasons for Medicaid
rates being lower thea CHAMPUS rates. The Colorado fiscal
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agent processed over 2u(,000 Meaicaid clairms while process:ing
only 45,190 CHAMPUS clarms durina the 12 ponths ended Yarcr
31, 1976. Tre Hawatii fisc2l aaent processed over 1 million
Medicaid claims and coniy 27,333 CHAMPUS clz2ims 1in the =zare
period, Clamms procecs:ing systems for Medicald were muon
more automated than -or CHAMPUS. Productivity differences
between CHAMPUS and “¢Jdica:d 1n the two States are shown
below:

Daily Productivity Rate {note a)
CHALPUS MEDICAID
Hospital Physician Hospital Medical

Colorado Hospital/

Medical Serv.ce 11.8 21.9 b/148 58.6
Hawaii Medical -

Service Assocl-

ation (note c¢) 8.5 25.8 ds/s%2.1

a/The productivity rates for tne Colorado fiscal agent are

~ based on ail claimrs handled; the productivity rates for the
Hawaii fiscal agent are based on paid claims only. Rates
for both fiscal agents reflect the average unumper of all
personnel in the claims processing units.

b/Many or the Medicaid hospital claims are processed completely
by 3utomation through direct computer linkups between a
hospital and the fiscal agert.

c/the Hawaii fiscal agent's Medicaid claims include prescrip-

~ tion drug claims, which are relatively easy to process. The
CHAMPUS claims include claims from foreign countries, whnich
may involve translation and converting charges into U.S. cur-
rency and, therefore, are relatively more difficult to pro-
cess.

d/Combined.
STUDIES OF REASONS FOR CHAMPUS CLAIM

RATE VARIANCES AND DIFFERENCES
WITH MEDICARE CLAIM RATES

Studies have been perfcrmed by a management consulting
firm for DOD and BCA to determine the reasons for claim rate
variations among CHAMPUS fiscal agents.

Management consulting firm study

) In a report dated Augqust 29, 1975, a management consulting
firm analyzed administrative costs of CHAMPUS fiscal agents.
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Using data from quarterly cost proposals submitted by fiscal
agents and COCHAMPUS reports, the firm presented findings sepa-
rately for hospital and physrcian fiscal agents in two broad
cateaories-~{1) composition of administrative costs and

{2) comparison of CHAMPUS claims processing costs with those
of Medicare.

Hospital fiscal agents

Using 1974 figures, the report shows a range of costs
for the Blue Cross plans from $4.04 to $19 per claim, with
averages of $8.35 per claim and about 6,100 claims paid.

The two plans with the highest claim rates had substantially
less than the national average of paid claims, while the
third highest plan was only slightly above average. 1In con-
trast, the seven plans with the highest paid claims volumes
had claim rates of less than $7.50 {(a $6 average). The study
maintains that this supports an argument for economies of
scale, allowing fiscal agents with large claims volumes to
process claims at lower rates. Thi3 argument is further
supported by data from Mutual of Omaha, which paid nearly
200,000 claims in 1974 at a cost of $5.95 each.

In an effort to identify common patterns among fiscal
agents, the quarterly cost reports of eight Blue Cross plans
and Mutual of Cmaha were analyzed. Fiscal agents reported
costs broken down into nine categories. It appeared that
those fiscal agents who charged the highest percentage of
their administrative costs to the claims processing category
generally had lower claim rates. Efforts to correlate ihe
data from the other eight cost categories did not show clear
relationships between cost allocations and total costs.

A comparison of CHAMPUS claim rates and averages with
the Medicare program showed that Medicare fiscal agents had
both a lower average rate and a narrower range than CHAMPUS
fiscal agents. Medicare had an average rate of $4.77 with a
range from $2.46 to $8.70. The study made no attempt to ex-
plain the reasons for the differences between Medicare and
CHAMPUS.

Physician fiscal agents

The claim rate and range for CHAMPUS physician fiscal
agents for 1974 were lower than for CHAMPUS hespital fiscal
agents. The average claim rate for the 46 physician fiscal
agents was approximately $6, with only one beirn~ above $10.
Eighty-seven percent of the fiscal agents had claim rates
below $8, and the 10 largest fiscal agents (by paid claims
volume) had an average claim rate of $5.81, or about $0.20
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below the national average. The limited work done to determine
any correlation between cost cllocations and total costs for
physician fiscal agents was inconclusive. The Medicare nation-
al average claim rate for carriers was $4.01 per claim, which
is much lower than approximatley $6 per claim tor CHAMPUS
physician fiscal agents.

BCA study

In November and December 1975, BCA made a study toc ident-
ify reasons for claim rates differences among its CHAMPUS sub-
contractors. Four plans were chosen for review based on a
variety of factors, including claim rates and volumes. The
plans were:

~-Cheyenne, Wyoming (low rate-low volume});
--Youngstown, Ohio (aigh rate-low volume);
~-~Birminghem, Alabama (low rate~high volume}; and
~-Denver, Colorado (high rate-high volume).

The study identified several factors causing rate dif-
farences:

-~Where there was a combined type of plan (Blue Cross
and Blue Shield}), the CHAMPUS claim rate was generally
lower than for a plan with only one operation (Blue
Cross). The conclusion was that a single operation was
not able to spread overhead costs as much as a multiple
plan.

-~Claim rates and salaries were related. The ranking
order of the four plans by claim rate is the same as
for average monthly salaries paid to claims processors,
personnel handling correspondence, and supervisors.

~-Allocation methods used to distribut. indirect costs
can affect the cost of claims processing. One example
given involved the allocation of space costs to the
CHAMPUS program. While all four plans allocated
facility and occupancy costs to cost centers on the
basis ¢f square footage occupied, the methods of
further distributing costcs to various lines of business
varied among plans. The plan with the highest claim
rate used a salary dollars method, while the one with
the lowest used a paid claims ratio.
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~-—Plans either undercharging or overcharging CHAMPUS
also caused differences in claim rates. These
instances were usually the result of accounting
errors or a failure to recognize proper costs.

The BCA study concluded that no single factor can be
isolated as being responsible for claim rate differences.
Some factors affect claim costs more than others. The dif-
ferences will probably continue until methods and standards
for claims processing and cost accounting are established
to held claim rates at a uniform level,
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CHAPTER 4

MONITORING CHAMPUS CLAIM RATES

Fiscal agent operations are monitored by the OCHAMPUS

Contract Management Directorate. Fiscal agents are visited

by contract performance review teams and the Department of
Health, Education, and welfare Audit Agency {(HEWAA), which
audits the CHAMPUS contracts with fiscal agents throuch an
arrangement with DOD. These groups have made little effort

to determine the reasons for variances in fiscal agents' claim
rates or to identify methods for lowering administrative costs.

RESPONSIBILITIES FOR ADMINISTRATION
OF CHAMPUS CONTRACTS

The OCHAMPUS Contract Management Directorate is respon-
sible for negotiating contracts with fiscal agents, making in-
terim payments for claims paid, and monitoring contractor per-
formance. Cost-reimbursable contracts have been used since
the program was established in 1956, and under these contracts
wide variations in claim rates have existed for many vyears.

A July 1975 consultant's report on the feasibility of
using fixed-price contracts cited several deficiencies with
CHAMPUS cost-reimbursable contracts. These contracts, which
varied little between fiscal agents, did not contain detailed
wOrk statements specifying the services to be performed, stand-
ards for meacsuring fiscal agent performance, or incentives for
improving performance and controlling costs. Fiscal agents'
per formance was evaluated subjectively for the most part,
through visits by the OCHAMPUS contract performance review
team. OCHAMPUS personnel alsc were said to have had little
training in procurement.

About 5 years ago, OCHAMPUS instituted a reguirement for
monthly and quarterly reporting by fiscal agents to help iden-
tify fiscal and operating problems. Fiscal agents provide in-
formation on administrative costs, paid claims volume, returned
and rejected claims, and personnel processing claims. With
this information, OCHAMPUS ranks all fiscal agents by claim
rate and volume, makes comparisons on returned and rejected
claims, and computes productivity.

The information showed wide variations in claim rates and
productivity among fiscal agents. However, no action was taken
to replace fiscal agents with high claim rates and low produc-
tivity until Octcber 1975. At that time OCHAMPUS replaced the
New Jersey physician fiscal agent, whose $13.95 claim rate was
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the highest of all physician fiscal agents. Inefficiencies

in that fiscal agent's claims processing operations were

noted as early as July 1967, and the agent's claim rate after
that time had been consistently high. However, more than 8
years passed before OCHAMPUS terminated the contract. An
OCHAMPUS official stated that this was the only cost-reimburs-
able contract terminated for cause by OCHAMPUS.

The contract performance review team 1s responsible for
evaluating fiscal agent performance and compliance with con-
tract provisions. According to an OCHAMPUS official, teams
of two generally spend 3 days with each fiscal agent and re-
view such areas as

~-~claims processing and automated data processing
operations,

--utilization review nrocedures,

~-services provided to beneficiaries and providers,
--management and organization efficiency, and
--accounting and fiscal management.

Visits to fiscal agents are made at least once every 2 years

and sometimes as frequently as twice a year. Performance re-
view reports are prepared on the results of each visit. These
reports give OCHAMPUS officials an indication of how fiscal
agents are administering the program, but they do not explain
why administrative costs may be comparutively high or indicate
what could be done to lower costs. Letters to the fiscal agents
sumnarize review findings and sometimes state that costs ap-
pear excessive, but no suggestions are given on how to reduce
costs.

HEWAA AUDITS OF CHAMPUS COST-
REIMBURSARLE CONTRACTS

HEWAA is responsible for audits of CHAMPUS contracts with
fiscal agents. These audits, besides covering the allowability
and reasonableness of benefit payments, cover the allowability,
allocability, and reasonableness of proposed administrative
costs. The auditors determine that the allocation method used
by the fiscal ag=nt is consistently applied to all lines of
business, and that costs not allowed by the contract are not
charged to CHAMPUS. However, an OCHAMPUS official said that
HEWAA has not been assigned responsiblity for comparing fiscal
agents' administrative costs to determine reasons for variances
or identifying methods of lowering administrative costs.

- — e
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HEWAA may disallow certain administrative costs bhecause they
are not allowanle under CHAMPUS or because trne fiscal agent's
allocation methods are inconsistent. For exarple, under a
recently ccnpleted contract with the COregon saysician fiscal
agent, HEWAA questiocned $4,447 of $525,789 in administrative
costs pecause they were not properly allocable to CHAMPUS.

According to the OCHAMPUS Director, the audit function

will be changed to make 1t responsive to the different re-
quirements of fixed-price contracts.
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CHAPTER 5

CONVERSION TO FIXED-PRICE CONTRACTS

OCHAMPUS is replacing its cost-reimbursable contracts
with fixed-price contracts. This is expected to reduce ad-
ministrative costs by stimulating competition and promoting
cfficiency among fiscal agents., However, effective perfor-
mance monitoring will be necessary to make sure that the
quality of claims review is not reduced through efforts to
keep costs competitively low.

Although the fiscal agent's performance under the first
fixed-price contract proved unacceptable, cost savings and
other advantages of such contracts should outweigh the dis-~
advantages if OCHAMPUS effectively administers the competi-
tive bid process and contracts. This experience should de-
monstrate the necessity of strict adherence to basic princi=-
ples of fixed-price contracting if the benetits of this type
of contracting are to be fully realized.

IMPLEMENTATION OF FIXED-PRICE CONTRACTS

According to a Defense Supply Service memorandum, the
decision to use fixed-price contracts for CHAMPUS fiscal
agents was based on recommendations contained in a GAO re-
port. 1/ Other reasons cited by DOD officials included
recommendations contained in the July 1975 consultant's
feasibility study done for DOD.

The study concluded that, with the use of a detailed
specification (work statement), a standard for determining
acceptable work, and a competitive fixed-price contract, con-
tractor performance would increase in quality and decrease in
overall cost to .he Goverament.

For the first fixed-price CHAMPUS contract, DOD request-
ed that the Defense Supply Service issue a request for pro-
posals (RFP) for implementation and operation of a CHAMPUS
fiscal intermediary system in the States of California, New
Mexico, Arizona, Nevada, and Texas. A DOD review panel eval-
uated the six proposals recieved, and on February 19, 1976,

l/"Management of the Civilian Health and Medical Program of
the Uniformed Services Needs Improvement® (B-133142, Nov.
21, 1975).
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awarded the contract to Health Application Systems, Inc. (HAS).
HAS had the highest technical rating and bid the lowest unit
price.

As of October 4, 1976, HAS nad a backlog of over 230,000
claims, which was over three times the average backlog of
former fiscal &agents for the 12-monLth pericd ended March 31,
1976. At HAS's then current processing rate, 1t would have
taken over 30 months to clear the backlog. In the opinion of
OCHAMPUS officials, HAS did not comply with contract provi-
sions to

--process claims promptly and accurately,

--obtain appropriate management and administrative
information through production of timely and
accurate reports,

--explain fully to providers and beneficiaries the
disposition of all claims submitted by them for
payment, and

--detect duplicate claims, overutilization, and other
potential abuses.

On October 28, 1976, DOD decided not to renew the contract
with HAS. The claims processing responsibilities of HAS were
discontinued on November 14, 1976, and assumed by two other
fiscal agents under cost-reimbursable contracts as an interim
measure.

The OCHAMPUS Director stated that DOD officials decided
in March 1976 that OCHAMPUS would issue RFPs and award fixed-
price contracts in the future. As of December 6, 1976, OCHAMPUS
had issued 14 RFPs covering 25 States, and awarded 9 contracts
covering 16 States. OCHAMPUS estimated that fixed-price con-
tracts will be in effect for all States by the end of 1977.

ADVANTAGES AND DYSADVANTAGES
OF FIXED~-PRICE CONTRACTS

For the initial l-year period for fixed-price contracts
awarded as of December 6, 1976, OCHAMPUS estimates administra-
tive cost savings of about $1.9 million over fiscal year 1976
costs. The following table shows the estimated savings by
contract and compares the bid price per claim with the average
fiscal year 1976 claim rate under cost-reimbursable contracts
for the States covered by fixed-price contracts:
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Y 1978 1y ec tod Fstimated Py FY Iw7¢
Contract by areac costs Lonta  rate 3o £avl” 35 'iiif_f) cla.m rate
washinaton 51,24v 107 3 oed 348 S 549,777 $3.95 $7.8%
Alaska
Oregon
Mascachusetts 700,716 725,893 174,323 3.83 [
connecticut
pelaware 573,900 39R,545 216,315 5.14 6.25
Penn:ylvania
Loloradoe 538,200 359,168 183,032 5.67 8.59
Michigan 527,958 72,271 255,687 5.45 10.57
Indiana 483,365 412,320 71,045 4.08 4.83
rentucky
New Hampshire 424,007 ivl,529 236,478 4.1y 9.36
Vermont
M31ne
Missouri 353,65 236,788 122,777 4.14 6.34
Maryland 265,566 194,119 _75.447 7.03 2.76
$5,114,392 $3,179.01% $1,935,581

a‘Projected cos.s and RFP pid price chown are for the sase volume of claims as
~ processed in FY 1976 for the given States,

The following table shows that former CHAMPUS fiscal
agents with experience in processing both hospital and physi-
cian claims submitted bids for fixed-price contracts that
were lower than their previous combined rate for both hospi-
tal and physician claims. The decrease may partially ex-
plained by the increased claims volume related to the bid
price, particularly in the case of bidder 'A'. However, the
25-percent reduction in claim rate for bidder 'C*' and the 47-
percent reduction for bidder 'D' would not appear to be ex-~
plained by the increases in volume cf 13 percent and 18 per-
cent, respectively.

Comparison of Cost-Reimbursable Cortract Claim
Rates With Fixed Price Contract Bid
prices of Selected Fiscal Agents

Average Former Average
RFP CHAMPUS volumes Former
Bidder bid price claim rate of RFPs bid CHAMPUS volume
A $5.61 .$ 6.28 745,830 611,685
B 7.05 12.01 66,740 45,190
C 7.08 9.41 30,725 27,207
D 5.42 10.24 59,960 50,727
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The advantage most frequently cited by fiscal agents that
we visited was that fixed-price contracts would reduce costs
by stimulating competition and promoting efficiency. Many also
believed, however, tinat the cuality of claims review could suf-
fer through efforts to keep costs competitively low.

In addition to cost savings, the OCHAMPUS Director stated
that fixed-price contracts would produce the following advant-
ages:

--Strong contractua’ commitments from fiscal agents to
provide indepth, wop quality claims processing,
including high level peer and utilization review.

--Commitments from fiscal agents for improved management
information systems.

--An opportunity for innovation in CHAMPUS administration
and reimbursement.

Disadvantages of fixed-price contracts identified by the
OCHMMPUS Director included:

--Some beneficiary inconvenience by changing to new
fiscal agents.

~--The risk of incurring poor performance from contractors
inexperienced with CHAMPUS.

--The probability of short-term poor performance during
contractor changeovers,

--An unstable, tempcrary relationship between the Govern-
ment and some contractors.

--Reduced claims adjudication skill and experience when
new fiscal agents take over.

The Pirector said the competitive process is the best

way to prepare the private sector for natiocnal health insur-

ance by helping new companies enter the industry and by en-

couraging improvements and refinements .among older companies.
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According tc our analysis of Feder.l Aagency experience
in centracting for various systems and services, 1/ the
fixed-price contract places waximum risk on the contractor,
and gives the contractor a maximum profit 1lncentive to con-
tol costs and perform the contract effectively. The fixed-
price contract 1s suitable for procurements when reascnably
precise specifications are available for which sound cost
estimates can be developed before procurement.

Cost-reimbursable contracts place less financial risk
on the contractor and more risk on the Government than do
fixed-price contracts. They are suitable when the cost of
per formance cannot be reasonably estimated. A consultant's
study noted that cost-reimbursable contracts are most <zn-
erally used to procure rescarch and development because both
parties are unable to define the effort required to do the
work.

In comparison, CHAMPUS has been procuring fundamentally
the same services through cost-reimbursable contracts for
about 20 years. With such a lengthy procurement history, it
is possikble to detail the functions to be performed by the
contracter and, therefore, reasonably estimate the cost.

l1/"Lessons Learned About Acquiring Financial Management and

~ Other Information Systems," August 1976, by the Comptroller

General of the United States.
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CHAPTER o

« TNTLUSIONS ANL RECOMMENDATIONS TO THE CONGRES D

CONCLUSIONS

Six factors appeared to have the greatest impacn on
CHAMPUS c¢laim rate variations and rates overalil. The most
cignificant factor 1in rate variation was the fixed cost
amount charged CHAMPUS. The fiscal agents charging CHAMPUS
high claim rates also charged high fixed co:ts.

Frequent CHAMPUS program changes and a complex claim
form contributed to low claims processing productivity and
high mwercentages of returned and rejected claims. Because
of the large number of CHAMPUS fiscal agents and the low
volumes of claims processed by many, CHAMPUS generally did
not obtain advantages ¢ ~ economies of scale.

The CHAMPUS cost-reimbursable contracts, which resulted
in wide variations in claim rates between fiscal agents, did
not contain standards for measuring performance acceptability
and offered nc incentive for cost control or efficiency. In
additicn, the benefits of contracting through a middleman for
processing nospital claims di1d not appear to Justify the costs
and added further variance in claim rates between the Blue
Cross Association and Mutual of Omaha.

Services such as those provided by CHAMPUS fiscal agents
will probably have to be procured for any national health in-
surance program. The use of competitively bid fixed-price
contracts to obtain these services would appear to be advanta-
geous, Cost-reimbursable contraccs, however, may be prefer-
able at the early stages of a new program until reasonab.y
precise performance specifications and cost estimates are
available.

RECOMMENDATIONS TO THE CONGRESS

In asking for this review, the Subcommittee stated that
it is conducting an inquiry into contracting by Government
agencies for fiscal agent services for health and welfare pro-
grams, and that the CHAMPUS experience could serve as a mcde)
of a larger issue.

We believe our study of the CHAMPUS experience with fis-

cal agents provic-~s some impertant lessons that could be ap-
plied to any new federally sponsored health insurance programs.

43




Because of the CHAMPUS cxrsrience wlt! COSt-~reirburs
cor.tracts and tne potential penerits of corpetitively L
fixed-price contiracts. we recormend that, («r any new t
ally sponsored healtn insurance pPro3rars wh1ea will necd serv-
1ces such as those provided by CHAMPUS fi1ocal agents, tne Con-
gress requlire:

--Consolidated fiscal agent operations to achieve
iarge claim volumes and take maximuwr advantage of
economies of scale.

--Simplified claim forms, and to the extent possible,
standardized Government health 1l.surance claim forms.
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--Use of reimbursable contracts only until reliable
information can be assembled on specifications,
performance, and costs. The contracting process

saould require:

a. Contracts that contain standards for acceptabple
«O0st accounting and cost allocaticn methods.

b. Contracts to be specific about the nature and
intensity of duties to be performed, and stand-
ards for measuring contractor per formance
acceptability.

c. Direct contracting rather than subcontracting.

d. A maximum acceptable cost rate. Costs exceeding
this rate must be investigated and necessary
corrective actions taken.

e. Assignment of specific administrative responsi-
bility for investigating fiscal agents not
meeting perfo-mance standards and acceptable
costs.

~--Use of competitive bid fixed~price contracts as soon

as reasonably precise specifications, performance data,
and reliable cost information are available.
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My dear Mr. Carptroller Genersl: o

The Perrwment Suxocrnattee on Investications is conducting
Crelimnary Iy 1nto contracting oy oovermment agencies for fiscal
mtermediary services for health and welfare programs.

o~

Frem our experience, the Caivilian Health end Medical Program
for the iriformed Servaces (GHAMPUS) oifers us the best agency from wuch
to bequn ¢ o xay of these services. It can serve as a rucrooosm of a
laraer 155.#.

1.wzal anterrediaries for CGAMPUS reimburserment for physicians'
sarvices use trie same forrs arross the country and yet there are vide
VArlatiors 1n ;- .x, For exampee, we wderstand that Blue Shaeld of
Virginia, processes clawms 't Rithmond for GHAPUS claums from New Jerzey
as well as Varoirua. we re curious as w why Virgimia Blue Sueld charges
$4.25 per clawm on £2,000 clawms per year from Virginia, but $12.65 per
claim for 26,500 clawss fram M. Jersey. !

For hospital claims, there are two primary contractocrs, each
with ebout the same volume. Mutual of OQmha processes 212,500 clasms at

§7.12 each but Bive (xoss Assoc:ation charges $13.62 per claim on & volune
of 255,000 claims,

We warld like the General Aocounting Office to conduct & review
of these charges and provade the Subcxruties with a Statement of Facts about
the 1ssue. In the interest of tame, we prefer that there be no review of

your repet by the ooncerns or govermment agoncy that tdy become the subjects
of thas review.
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CHAMPUS FISCAL AGENTS A.D SUBCONTRACTORS VISITED AND

THEIR PARTICIPATION IN MiDICARE AND MEDICAID

CHAMPUS hospital
- Subcon- . CHAMPUS
Fiscal tractor physician Medicare
Organization visited agent to BCA fiscal agent Part A Part B Medicaad

Blue Cross Association
Chicago, Illinois X
Mutual of Omaha
omaha, Nebraska X X
Arkansas Blue Cross
and Blue Shield
& Li.tle Rock, Arkansas X X X
Colorado Hospital/Medical
@? fervice
Denver, Colorado X X X X X
Connecticut Blue Cross
North Haven,
Connecticut X a
Hawaii Medical Service
Association
Honolulu, Hawaii X X X %
Maine Blue Cross and
Blue Shield
Portland, Maine X X X
Blue Cross and Blue
shield of Maryland .
Towson, Maryland X X X X
New Hampshire-Vermont
Hospitalization/
Physician Service
Cnncord, New Hampshire X X X X X
Blue Cross of Oregon
portland, Oregon X X
Oregon Physicians' 3ervice
Portland, Oregon X

II XIGNId4dV

IT XIAN3ddY




APPFENDIY 111

AVERAGE CLATHM KRATES AND VOGLUYES OF

CHAMPUS HOSPITAL [ISCAL AGENTS

For vear ended March 31, 1976

Claim rate
Fiscal agent Rank Amount

BCA subcontractors

Ohio-Lima 1 $38.40
New Hampshire/Vermont 2 28.92
Michigan 3 23.59
Utah 4 23.14
Virginia~Roanoke 5 21.91
District of Columbia 6 20.84
Puerto Rico 7 20.25
Colorado 8 19.43
New York-Syracuse 9 18.72
Ohio-Youngstown 10 17.72
Chio~-Cleveland 11 17.71
Chio-Toiedo 12 17.46
Kentucky 13 17.16
New Jersey 14 17.02
Chio-Columbus 15 16.95
Delaware 16 16.48
Ohio-~Canton 17 16.27
Pennsylvania-Allentown 18 16.20
New York City 19 16.05
Rhode Island 20 15.82
New York-Buffalo 21 15.73
New York-Watlertown 22 15.66
Tennessee~Memphis 23 15.14
California-Los Angeles 24 14.83
Washington/Alaska 25 13.79
Pennsylvania-

Philadelphia 26 13.08
Maryland 27 12,57
Pennsylvania~Pittsburgh 28 12.56
New Mexico 29 12.37
ohio-Cincinnati 30 12.34
North Carolina 31 12.06
New York-Albany 32 11.84
Massachusetts a3 11.79
Idaho 34 11.04
California-QOakland 35 10.59
Connecticut 36 10.53
Mississippi 37 9.89
virginia-Richmond 38 9.46
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Claim volure

Ranxk Volune
51 156
26 2,872
12 6,262
33 2,225
40 1,340
18 3,882
43 1,064
11 6,355
37 1,438
45 729.

4 2,010
44 756
14 5,475
16 4,635
21 3,399
46 575
49 343
50 297
17 4,235
38 1,415
41 1,279
48 402
29 2,620

1 37,832

6 11,062
31 2,361
15 5,225
19 3,753
22 3,364
3¢ 2,397

2 17,602
35 1,897

8 9,622
32 2,283

4 14,221
27 2,791
10 8,318

3 14,334



APPENDIX III

Fiscal agent

Pennsylvania-wWilkes-
Barre
Tennessee~-Chattancogja
Wyoming
New York-Utica
Arizona (Nevada)
Hew York-Chautaugua
Maine
Montana
Oregon
West Virginia
Pennsylvania-Harrisburg
Hawaii
New York-Rochester
Alabama
Average rate and
volume
BCA headquarters per
claim rate
Total-BCA average per
claim rate and total
volume

Mutual of Omaha

Claim rote
rank _unt
39 $ 9.490
40 9.40
41 9.27
42 9.00
43 8.85
44 B.40
45 B.G3
46 7.97
47 7.62
48 7.59
43 7.08
50 6.98
51 6.75
52 6.20
14.85
1.96
16.81
7.11
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Claim volume

Rank Voiume
42 1,199
9 8,853
39 1,394
36 1,622
5 12,374
52 103
20 3,525
24 3,232
13 5,490
23 3,328
25 3,119
28 2,628
47 538
7 10,949
4,792

249,180
206,937



APPENDIX 1V " APPENDIX IV

AVEKAGE CLAIM RATES AND VOLUMES OF CHAMPUS

PHYSICIAN FISCAL AGENTS (note a)

For Year Ended March 31, 1976

Claim rate

Rank Claim volume
Fiscal agent (note b) Amount Rank volume
Nebraska 1 $11.31 30 20,587
Colorado 2 10.80 20 38,835
New Hampshire/Vermont 3 10.44 32 19,245
Utah 4 10.40 39 12,738
Delaware 5 9.34 41 5,793
hlaska 6 9.24 40 6,725
New York 7 9.15 8 78,172
District of Columbia 8 8.69 10 63,040
Maryland 9 8.66 29 21,982
Michigan 10 8.36 18 44,465
Kansas 11 8.35 22 31,630
Massachusetts 11 8.35 15 53.687
Iowa 12 7.87 35 15,979
Connecticut 13 7.76 38 14,165
Washington 14 7.67 7 83,129
Califernia 15 7.61 1 590,360
New Mexico 16 7.25 27 23,9°2
North Dakota 16 7.25 44 4,0/,
Wisconsin 17 7.14 28 23,115
Kentucky 18 6.96 23 29,365
Tennessee 19 6.92 12 38,727
North Carolina 20 6.82 9 71,914
Georgia 21 6.63 5 87,449
West Virginia 22 6.57 34 18,575
Pennsylvania 23 6.42 11 59,773
Florida 24 6.00 3 261,718
Mutual of Omaha 25 5.86 2 404,748
Missouri 26 5.83 19 40,933
oOklahoma 27 5.79 14 55,917
Louisiana 28 5.66 16 49,776
Maine 29 5.64 31 20,009
Oregon 30 5.60 13 57.:976
Nevada 31 5.51 33 17,899

a/Excludes Colorado Dental Service which processed only dent-
al clcims for the entire country.

b/Because some fiscal agents had the same claim rate, only
41 rankings are shown.
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LPPENDIX IV APPENDIX 1V

Claim rate

Rank Claim volume

Fiscal agent {note b) Amount Rank volume
South Dakota 32 5.50 43 4,993
Arizona 33 5.32 6 86,983
Wyoming 34 5.29 42 5,451
Mississippi 35 5.19 21 37,314
virginia 36 4.99 4 90,178
Minnesota 37 4.93 25 26,490
Arkansas 38 4.82 17 46,837
Idaho 39 4,73 37 14,535
Montana 39 4.73 36 14,660
indiana 40 3.82 24 27,531
Hawail 41 3.50 26 24,711

Average $6.77 62,885

b/Because scme fiscal agents had the same claim rate, only 41
rankings are shown.
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APPENDIX V

APPENDIX V

METHODS USED TO ALLOCATE

INDIRECT CCSTS TO THE CHAMPUS PROGRAM

Claims volume

Labor dollars

Direct hours

Machine
utilization

Square footage

Mail volume

Number of
personnel

CHAMPUS claims volume as a percentage of
total claims volume for all lines of
business 15 mulitpiied by the indirect
costs to pe allocated.

CHAMPUS salaries and wages as a percent-
age of total salaries and wages is mul-
tiplied by the indirect costs to be al-
lccated.

Direct hours charged to CHAMPUS as a
percentage of direct hours charged to all
lines of business is multiplied by in-
direct costs to be allocated.

CBAMPUS utilization of data processing
and cffice machines as a percentage of
utilization by all lines of business
is multiplied by indirect costs to be
allocated.

CHAMPUS square footage as a percentage
of square footage occupied by all lines
of business is multiplied by indirect
costs to be allocated.

CHAMPUS mail handled as a percentage of
total mail handled is multiplied by in-
direct costs to be allocated.

CHAMPUS perscnnel as a percentage of
total personnel is multiplied by the
indirect costs to be allocated.
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